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Vermögensverwaltung

Structural Environment

▪ High indebtedness + adverse demographic developments + low productivity growth = low global trend growth. Among other things, the 
high level of indebtedness leads to a more unequal distribution (Gini index). This is one of the reasons for shifts in political constellations 
(polarization).

▪ Re-nationalisation of economic and social policies. Stronger focus on distributional effects within countries. 

▪ Important sources of global disinflation weaken at the same time. Central banks show an increasing tolerance towards an inflation 
overshoot.  

▪ The pandemic, in conjunction with a coordinated and strong fiscal as well as monetary policy accommodation, has supported demand but 
exacerbated supply shortages. 

▪ Geopolitical tensions – especially the war in the Ukraine and Russia’s behavior – aggravate and prolong this age of scarcity. 
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The Big Picture I

Economy

▪ Macro-economic volatility is likely to remain elevated for longer due to the pandemic and supply constraints.

▪ The Ukraine war exacerbates the already existing bottlenecks, increases inflation but weighs on growth. These effects are most
pronounced in Europe.

▪ Monetary policy focuses on excessively high inflation and will be tightened. Temporarily lower growth will be accepted.

▪ Due to the Ukraine war and monetary tightening, downside risks to growth currently predominate. Probable recession in Europe in
winter and stagnation to mild contraction in the USA. Recovery to start towards mid-2023.

▪ In the longer term, (government-led) investment should increase and support growth.



Influencing factors

▪ Geopolitical risks (i.e. Ukraine, Turkey, Iran and Taiwan) have increased and will remain elevated for a prolonged period. This reinforces the 
deglobalization trend. 

▪ Fiscal policy will remain expansionary, and no austerity policy is likely to be pursued. 

▪ Financial repression is likely to be severe for several years.

▪ Political risks, with the potential for long-term very adverse outcomes, remain substantial, especially amid the ascent of EU/Euro critical 
parties in Europe and protectionist measures by the US government. Global risks, and thus the potential for markedly negative long-term 
scenarios, remain pronounced.

▪ An escalation of the global trade war – especially between the US and China – will have lasting consequences and will ultimately be a burden 
for global growth and financial markets. 

The Big Picture I

Market environment

▪ The outlook for equities is volatile and accompanied by pronounced setbacks but remains fundamentally positive in the long term. Monetary 
tightening is likely to weigh on equity market valuations, but dynamic nominal growth goes hand in hand with rising earnings.

▪ The trend towards sustainable investments and "green finance" will intensify across all asset classes in the coming years.

▪ Yields of “safe" bonds such as Bunds and US Treasuries will increase across the curve over the long run. Inflation is likely to remain elevated for 
an extended period.

▪ Spreads are likely to widen moderately due to a higher yield volatility and a less expansionary monetary policy environment. Nevertheless, 
carry and roll-down remain important for fixed income investors.

▪ Temporarily more challenging environment for commodities, especially for base metals. Long-term friendlier for precious metals.
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Positioning

Asset Class What we like What we underweight

Liquidity

Bonds ▪ Short term USD investments (funds)

▪ Corporate bonds

▪ Bonds with long maturities

▪ Sovereign bonds

Equities ▪ Solid dividend stocks

▪ Sector: Healthcare

▪ Sectors: Industrials, consumer discretionaries, real 
estate

Alternative 
Investments

▪ Gold

▪ Cat bonds (funds)

Currencies
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Global Economy & Central Banks

▪ The easing of the Covid opening thrust, the significant monetary tightening, the increased risk aversion of households and companies
as well as the pronounced loss of purchasing power are leading to a sharp global slowdown in growth. Leading indicators such as the
global purchasing managers' index for industry point to a further contraction in growth.

▪ Chinese growth is likely to remain subdued, the US will probably stagnate, and Europe will fall into a recession. While there are signs
of a slow easing in price pressures in the US, inflation rates in Europe continue to rise for the time being. Central banks in North
America and Europe are ignoring weaking growth for the time being and focus on inflation rates that are well above target and will
tighten monetary policy rapidly in the coming months. This is only likely to change around the turn of the year, and a significant
slowdown in monetary tightening or a longer pause in the interest rate hike process is on the horizon for early 2023.

Global imports & industrial production Inflation rates
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USA

▪ The growth environment in the US has clouded noticeably. Despite a year-on-year increase in hourly wages of more than 5%, real
wages are falling due to very high inflation. At the same time, consumption is weakening because the labour market is slowly losing
momentum. The real estate market, which is of outstanding importance for the economic cycle, is also showing increasing signs of
weakness. Mortgage rates, for example, which have risen by around 300bps since the beginning of the year, are weighing on real
estate demand. The industrial sector, in turn, is burdened by a weaker global growth environment and the strong US dollar. Growth
will therefore continue to slow, and the economy may stagnate or even contract slightly at the start of the year.

▪ While inflation has eased somewhat since its June high, core inflation has recently risen again. More worryingly, both the Cleveland
Fed Median CPI (which measures price increases across the board) and the Atlanta Fed Sticky CPI Index (the inflation rate of goods
and services whose prices are rarely adjusted) have reached new record highs. The US Fed will therefore ignore the growth slowdown
for the time being and continue to tighten monetary policy. Only when the Fed Funds rate is well within the restrictive range and the
growth slowdown is advanced, a pause in the rate hike process will become likely. This should be the case at the beginning of 2023.

Real wage growth Inflation



7

China

▪ Due to the low number of previous infections as well as the moderate vaccination rates and little effective vaccines, China adheres to
the "zero-covid" policy. Tough contact-restriction measures have been implemented to contain the epidemic. As a result, covid case
numbers have started to fall and the measures are slowly being eased.

▪ Growth has slowed significantly in recent quarters, exacerbated by the slump in the property market. Inflation is at a moderate level.
As a result, China can implement support measures, but this is happening only hesitantly amid already high debt levels and
pronounced macro-economic imbalances.

▪ A subdued Chinese economic environment is also transmitted to exporting countries through China's weak imports and weighs on
their growth. However, due to the high commodity intensity of the Chinese economy and especially the construction activity, demand
for commodities is weakening. This, in turn, goes hand in hand with lower commodity prices and will also contribute to declining price
pressure in Europe and the USA in the medium term.

Industrial production, retail sales & imports Housing market



8

Eurozone

▪ Europe suffers a strong negative "terms-of-trade" shock. Import prices rise compared to export prices. This is accompanied by a
considerable loss of wealth which is reflected in a lower purchasing power among households, a lower price competitiveness of the
industrial sector, but also a deterioration in the trade balance with a simultaneously depreciating currency.

▪ Because inflation is far too high and rising sharply, the ECB is currently unable to consider the weakening growth environment. The
ECB therefore wants to raise key interest rates quickly to a level that is deemed neutral. It will therefore raise interest rates further at
the upcoming meetings. However, because the Eurozone is sliding into recession and key interest rates will be roughly neutral by the
turn of the year, the ECB will pause in its rate-hiking process early next year.

Trade balance Germany & Eurozone in EUR bn Real wage growth
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Energy Crisis I

▪ The European economies have been hit the hardest by the Ukraine war. In addition to lower exports to Russia and to the Ukraine, this
is mainly due to lower imports of energy products, which in combination with a hot and dry summer have led to an energy price crisis.
Thus, although the prices of important raw materials have fallen significantly since spring due to a cooling global economic dynamic,
this is not the case for gas. Gas is heavily dependent on a specific transport infrastructure. This restricts global trade and regionally
leads to very different prices. As a result of the drastic cuts in Russian gas supplies, gas prices in Europe (Dutch Natural Gas) have
increased almost tenfold since the middle of last year.

▪ Gas is also used for electricity generation and gas-fired power plants, as marginal producers, determine wholesale prices. At the same
time, electricity production by nuclear power plants, especially in France, has fallen and electricity production by gas-fired power
plants has increased. Accordingly, electricity prices have also increased dramatically. This also applies to the forward prices for the
next winter because the energy demand will then increase due to the elevated heating demand.

Commodity prices (normalised per 1st July 2021) Electricity prices baseload
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Energy Crisis II

▪ Despite the drastic supply cuts by Russia, the gas storage levels in Europe are high. This is because more gas is being procured from
other countries (especially Norway), and because consumption has fallen significantly, especially in the industrial sector. Due to the
sharp rise in prices, households will also significantly reduce their energy consumption.

▪ A pronounced energy shortage would lead to catastrophic effects on industrial companies which would have to shut down their
production for a longer period of time. However, except in the case of a very cold winter or targeted attacks on the energy
infrastructure, there will hardly be any prolonged shortages. Because several floating LNG terminals will start operating at the turn of
the year, the gas supply could eventually even increase. As a result, electricity and gas prices should fall sustainably in the coming
quarters.

Gas storage levels Gas useage German industry 2022 vs. 2018-2021
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Equity Markets

▪ Equity market valuations, based on expected earnings, have fallen significantly since the beginning of 2021 and are now at historically
favourable levels, except for the USA.

▪ Due to the expected growth slowdown, earnings expectations have also started to fall. This is especially true for the USA because the
strong US dollar acts as an additional headwind.

▪ In equity markets, the focus should continue to be on stocks/sectors/regions with low price/earnings ratios (P/E ratios) because in
principle, monetary tightening has a stronger negative impact on stocks with higher market valuations than on companies with low
P/E ratios. In addition, low P/E ratios also offer a larger buffer against negative developments. From a tactical perspective and amid
the pronounced growth slowdown, defensive sectors should be overweighted.

Price-earnings ratios based on expected earnings Earnings expectations S&P500 & Stoxx 600
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Fixed Income

▪ The market environment for "safe" government bonds remains negative. Despite the significant adjustment of the key interest rate
path, the steep rise in bond yields in recent months and increasing growth concerns, the upward trend may continue in the short term.

▪ For the time being, central banks are unlikely to consider the deteriorating economic environment. The focus will remain on inflation
rates which are far too high not only compared to central banks’ inflation targets, but also relative to their policy rates. As a result,
monetary policy will be tightened further. In addition, especially in Europe, fiscal policy is again being eased considerably to cushion the
energy price shock. However, this means that the supply of government bonds is now increasing. This is accompanied by higher bond
yields.

▪ Towards the end of the year, yields should then be able to stabilise at higher levels and fall moderately during winter due to a
foreseeable end to central bank rate hikes, in combination with falling inflation and a recessionary economic environment.

Market expectations for central bank rates 10y sovereign bond yields
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FX

▪ The US dollar has reached a multi-year high on a trade-weighted basis. It is being supported by the Fed's harsh monetary tightening.
An additional dollar-supportive factor is the global growth slowdown. In the past, a weaker growth environment was usually
accompanied by a stronger US dollar. In such a weaker growth environment, capital flows back to the USA, especially from emerging
countries. The strength of the dollar is therefore likely to continue for the time being. Only when it becomes clear that the US
monetary policy tightening will soon come to an end should the dollar tend to weaken again.

▪ For European currencies such as the Euro and the British pound, the "terms-of-trade" shock is accompanied by a currency weakening.
Despite the swift tightening of monetary policy, the outlook remains difficult. Only with a sustained reduction in energy prices and
thus an improving economic environment can the outlook brighten significantly, probably from spring 2023 onwards.

▪ The Chinese yuan and the Japanese yen remain under pressure due to the increasing monetary policy divergence against the US
dollar.

Trade-weighted US dollar & financial conditions index USD (6m % change) & global GDP (inverted)



The information and opinions expressed were produced by Reuss Private AG and are subject to change without notice. The report is
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been obtained from sources that Reuss Private AG believes to be reliable, no representation is made that the information is accurate or
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